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The Free Market System:
A Dialogue with
~im Kearl and
Warner Woodworth

T

HE AMERICAN FREE MARKET SYSTEM has evolved from a
system of unchecked laissez-faire economics to one where

government regulation and control play a major role. In order to
gain new perspectives on the free market system-how the
market system has influenced the American lifestyle, what the
present state of the system is, and what lies ahead for the free
market, Century 2 interviewed two BYU professors, .Jim Kearl and
Warner Woodworth .
.J.R . Kearl is an associate professor of economics. He received
his B .A. from USU and his Ph .D . from MIT. He was also a
post-doctoral fellow from 1 977 to 1 97B at Harvard. Dr. Kearl has
many scholarly publications to his credit, he actively participates in
seminars and conferences on economics , and he has worked as an
economic consultant. Dr. Kearl has been at BYU five years .
Warner Peay Woodworth is an associate professor of
organizational behavior. He received his B .S . and M .S . from BYU in
sociology and his M .A . and Ph .D . in psychology and organizational
psychology from the University of Michigan . Dr. Woodworth has
participated in conferences and has published many technical
reports and scholarly papers. From 1 976 to 1 979 Dr.
Woodworth was ed itor of Exchange Magazine. He has worked as a
research consultant and recently returned from an appointment
as visiting scholar at the International Labor Office in Geneva,
Switzerland. Dr. Woodworth has been at BYU five years .
Dr. Kearl and Dr. Woodworth were interviewed separately by
Paul H . .Johnson.
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CENTURY 2: Even though the
free market system has created a
high standard of living in the United
States, it has also had adverse effects
on the American lifestyle. In the past,
how has the free market system
affected the quality of American life?
Has its influence on our society been
beneficial or detrimental?
WOODWORTH : First of all, let's
debunk the popular myth about the
U.S. enjoying the highest standard of
living and the best economy in the
world. We've had a phase when that
was true, but in the U.S. this has not
been the case since the 1950s.
Sweden and Switzerland have a per
capita GNP twenty percent higher
than ours; and Norway, Denmark,
and West Germany have economies
which are also significantly above
our own. The same is true of
productivity, which forms an
essential core of our economic
structure. Japan's productivity is
triple that of the United States . Many
countries in Europe have a
productivity level twice ours, and in
the U.S. it has been going downhill
for a couple of decades now. People
often say that the poor in America
are better off than the rich, or at least
the middle class, in other nations.
That's just not true. The poor in this
country are poor compared to their
counterparts, at least in other
industrial nations, and in some cases
our middle class is poor compared
to the middle class in other
countries.
The "free market" is more
rhetoric than reality today. The
17

market is only free in a certain sense
for certain groups, primarily large
conglomerates that feed on small
businesses, swallowing them up and
spitting them out at will. Ideas such
as free enterprise and capitalism are
largely artifacts of the past. Today we
do not have a capitalism of
entrepreneurial achievement.
Rather, we have a huge monolithic,
capitalist structure basically
consisting of some two hundred
corporations who own two-thirds of
all U.S. manufacturing assets. Among
the oil companies, eight of them
control sixty-four percent of all the
proven oil reserves. So the question
becomes, free enterprise for whom?
Clearly, the grass-roots capitalism of
the past allowed certain
developments, and we always hear
about the benefits of that system.
What we don't hear are the
minuses-the other side of the
ledger-which have culminated
today in what Schumacher calls
"lethal megasystems" that have a
choke-hold on the American people.
These octopus-like structures have
concentrated wealth and power in
the hands of a very few, oppressing
and discriminating against millions
in the middle and lower classes,
minorities and women most
obviously. They have polluted the
air and fouled the streams, resulting
in acid rain and such catastrophes as
Love Canal. They've dumped
ill-designed and potentially lethal
products into U.S. homeseverything from chemical
substances and preservatives in the
food we eat to the gas-trap Pinto that
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we drive. One of the tragedies of
these destructive products is that
when we determine the truth, that
these products are unsafe for human
use, the same multinationals turn
around and dump their "goodies"
on unsuspecting third world nations
whose laws don't offer their people
the same kind of protection. This is
illustrated by the millions of
fire-retardant treated
garments-pajamas and infant
clothing-which, when found to
cause cancer, were withdrawn from
the U.S. market and dumped
overseas. Likewise, U.S. firms have
flooded other countries with
everything from Dalkon IUD's to the
Upjohn Company's tumor-causing
drug, Depo-provera. The illegal
pesticides previously banned from
U.S. agriculture are now found in
impo rted fruit and vegetable
produce from Latin countries where
the carcinogenic pesticides were
dumped. And just watch the millions
of recalled Rely tampons begin to
show up in cases of toxic-shock
syndrome in Asia or someplace else.
In a literal sense, we have cast our
bread upon the water and it has
come back contaminated.
Our wondrous "free market
system" has also resulted in
inequities of enormous proportion.
Twenty-five million Americans live
in official poverty-one out of every
ten. Over six million are currently
unemployed in this growing crisis of
capitalism-the highest number out
of work since the Depression. Less
than half of them obtain any kind of
unemployment benefits, in contrast

to another popular myth that the
government takes care of people out
of work. At the same time, major
corporations such as Chrysler and
Lockheed get bailed out-a form of
welfare for the rich.
Another consequence of our
economy has been an increasingly
higher demand for technology and
automation, bringing about the
machine age, the computer age, the
electronics age, and so forth. One
wonders when there will be a
people age, a human being age.
Technology's growth and the
obsession with automation has
resulted in the dehumanization of
the workplace and "blue collar
blues." Also, an ever expanding
technological mandate has resulted
in a depletion, and in some cases a
near-exhaustion, of natural
resources. We're only now
beginning to feel this in the energy
field, and the projections about the
depletion of many other
nonrenewable resources are fairly
clear. For example, U.S. Bureau of
Mines data suggest the world's
reserves of tin, zinc, platinum, lead,
and copper will be completely
drained by the year 2000.
KEARL: It's not clear that the
premise of your question is
acceptable. If you're going to
identify adverse effects on the
American society, you might name
crowding. urbanization, the
destruction of the extended family
linkage, pollution-a number of
things like this-but it's not clear
that they are consequences of the
1B
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free market system. You need to be
careful in saying exactly what the
adverse effects are. Indeed, a good
deal of what some people find to be
less than satisfactory about the
current American culture and
society has little to do with the
market. It relates, rather, to
population growth, to the impact of
that population on land use, to
urbanization, to crowding, to
immigration, to technological
innovation, etc.
Let me talk a little bit about what
markets do and what they don't do
and why some adverse effects do
occur. Markets have certain
attractive properties, one of which is
that they provide an important
method of social control. Modern,
complex societies must
accommodate conflicting interests.
One of the important insights of
modern economics, first suggested
by a bright young Scottish
philosopher named Adam Smith, is
that the competing interests can in
fact be channeled to beneficial
outcomes, such as efficiency, if the
competition of interests occurs
within an appropriate structure, i.e.
the market.
But there are certain areas where
the markets fail, where they just
don't deliver the goods. There are
interactions in which self-interest
does lead to conflicts and an
undermining of the welfare of other
parties. For example, take the
problem of pollution, what an
economist would refer to as an
external or neighborhood effect. As
we become urbanized, and as we

come closer together in just physical
proximity, it is easier and easier for
some decisions to impact on others.
If there is no formal way of imposing
the real cost of a decision on the
decision maker, then the market sort
of goes awry-it doesn't allocate
resources efficiently and it creates
rather than accommodates conflict.
Another important question,
regarding the quality of life and how
the market has affected it, is whether
the standard of living has anything to
do with our welfare or happiness. It
may be that a market system has
delivered a gigantic pie, but that
somehow we're not very happy with
the gigantic pie. It may not be your
absolute standard of living that
matters, it may be your relative
position in an income distribution.
That is, your perception of how well
off you are may be determined a lot
by how well off your neighbors are,
and so the pie can get larger, but if
your position doesn't change
vis-a' -vis your neighbors', you may
not perceive yourself as being better
off. I have mixed feelings about this
argument. But one only has to look
at how our grandparents lived, the
sizes of their homes, their mobility,
and then compare this to the kind of
lifestyle we have, to perceive that the
larger pie really is very important to
us. For the most part we are
materially better off (and we
perceive ourselves as being better
oft) than our society was one or two
generations ago.
Aserious criticism of the market is
that it undermines certain important
social relationships. Perhaps the
19
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reason that one doesn't see more
altruism, sacrifice, and community
interest is because the market not
only accommodates but actually
rewards self-interest. In addition,
modern technology, rapid transit,
migration, urbanization, and the
kind of anonymity that one gets in a
city have undermined the ability to
maintain an extended family
relationship. They may also
undermine things like the church
and the kind of culture that one can
build in a particular community.
These problems aside, probably
the most important property of the
market for our time is not simply
that it delivers a higher standard of
living, but that it also allows free
choice and the pursuit of individual
interest and yet controls these in a
reasonably effective way.
CENTURY 2: The market
system faces a conflict between
being efficient and being equitable.
In England, equity is stressed,
resulting in a large percentage of the
population receiving social benefits
at the expense of the soundness of
the economy. In Korea, efficiency is
stressed, resulting in a healthy
economy which benefits only a
small portion of the population.
Which aspect is stressed in the
American market system? Which
aspect should be stressed, and what
should be the balance between the
two?
KEARL: The problem of
efficiency and equity is probably the
central issue for modern

economies. I would link this to a
second problem, that of equity and
freedom. In principle, there is no
conflict between efficiency and
equity. Modern economics has
demonstrated that, given an initial
distribution of resources or claims
to certain factors of production, a
market economy leads to an efficient
outcome. The important thing about
the efficient outcome is that it's not
unique; efficient outcomes can arise
from many different distributions of
initial resources. The significance
here is that you cannot use efficiency
to rank outcomes, because two
different outcomes may both be
efficient. Moreover, in principle, you
can pick any market outcome-any
final distribution of resource~
among all persons-you want, and
there is an initial distribution of
resources and a competitive market
structure that will achieve that
particular outcome. So, in principle,
there is no conflict.
It's not clear, though, that it is
actually possible to get the kind of
initial distribution of resources
necessary to get the outcomes we
feel comfortable with. And that's
where the conflict between
efficiency and equity begins. There
are several alternatives. We can
accept the market and then try to
play games with initial distributions
of resources, thereby trying to affect
the market outcome. For example,
one of these games might be laws on
inheritance, in which we simply say
that children cannot inherit certain
kinds of positions given their
parents-we will start the game
20
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even though it may not be equitable
in the sense of equal. It's equitable in
the sense of fair. However, a fair
initial distribution is probably not
achievable. And in the football game
with fair rules, if you always start one
team on the ten-yard line, you can no
longer argue that the outcome is fair,
even though you like the rules of the
game. Hence, a lot of the focus more
recently has come to be applied to
the outcome rather than to the initial

anew with each generation. The
problem is that there is no way of
redistributing initial resources
without distorting incentives and
consequently distorting the
outcome. So that while in principle
you can do it, in practice there is not
a tax or a method of redistribution
that effectively does it. Moreover,
you just can't redistribute certain
kinds of initial resources, for
example, I.Q.

.J. R. Kearl

starting point. But reallocating the
resources after the game is over,
trying to affect the outcome, distorts
the ability of the economy to
maximize the use of resources. If
that is the sense in which you mean,
in England they receive social
benefits at the expense of the
economy, then that's true.
There is also a relationship
between changing the outcome after
the game is played and the problem

Using the analogy of a football
game in which the rules are fair, if
you start the game on the fifty-yard
line, you will have an outcome
distribution that's not necessarily
fifty-fifty; one team may have more
points than the other. The argument
that a lot of social philosophers
make is, if you start with a fair initial
distribution and you have a fair set of
rules, then you shouldn't worry
about the outcome, because it is fair ,
21
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of free choice or freedom . And so
there is a trade-off, between equity
and freedom. Oftentimes, the only
way that you can manipulate the
outcome is by manipulating
individual behavior, by coercing
people to behave in ways that they
would not choose to behave on their
own. Relative to distribution, this
occurs through tax systems, and
through distorting prices in local
markets. (However, society should
not be unconcerned about the
method of acceptable
redistribution, since distorting
market prices has a very different
effect than tax-based redistribution
does.)
For example, we feel
uncomfortable about the poor and
the portion of their income they
allocate to housing, energy, or
whatever. So we impose
controls-rent controls, price
controls on gasoline, heating fuel ,
and so on. We distort the market in
trying to redistribute resources. But
any time you tamper with prices,
they no longer ration commodities
among competing uses. You then
have to think of an alternative
rationing method, which will almost
always be some sort of bureaucracy
in which someone decides who
should get the goods. And that is
nearly always coercive, and it almost
always undermines free choice.
General tax redistributions still
allow markets to ration
commodities and thus avoid this
serious problem. Curiously,
modern democracies have often
chosen specific market intervention

rather than a general set of tools
(something like a general tax), and
these choices almost always
maximize both the efficiency loss
and the freedom loss. Tax systems
are generally less inefficient in
redistributing resources. But almost
all of the political pressures are for
specific intervention: we don't have
the kind of constituency that is
interested in a broad general tax.
Which aspect do I feel is stressed
in the American system? I think
we've seen a fairly dramatic change;
we have become more sensitive to
the distribution of income. In part
this is because income has itself
grown, and in part it's because
people just don't think that the
starting point is fair, and moreover,
that there's any way to make it fair.
Hence, the issue of whether the
whole game is fair or not is no
longer central, and the only
interesting point becomes the
outcome.
WOODWORTH: Traditionally,
we've emphasized efficiency.
Bigger, better, more-those are
watchwords. We've developed a
fascinating set of results from
efficiency, but they have been
accompanied by tremendous social
costs that we've been ignoring until
the last few years. These costs
include such things as: women earn
only fifty-nine percent of the average
man's paycheck; blacks get only
sixty-nine percent of the money
whites get doing the same work; the
top twenty percent of our society
owns as much as the bottom eighty
22
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percent; and the lowest twenty-five
percent of our population owns
nothing, and in fact is in debt-they
owe money rather than own it.
These figures suggest a very
disproportionate slicing of the
economic pie. The have-nots have
begun to counterattack, forcing
America to reassess the damage
done by emphasizing efficiency
alone.
During the past couple of
decades, we have tried to begin
shifting our priorities toward more
of a balance, including equality as
well as efficiency. The fundamental
problem becomes one of achieving
justice, which is a value embedded
in political theory, not necessarily in
economics. So there have been
marches, protests, burnings,
lawsuits, and the like, all as an
outgrowth of the inequities of the
system. Clearly, the majority of the
people in this country today are
concerned more with equality than
their forefathers were. Research
statistics continue to suggest that the
economy of the past has unfairly
distributed its fruits to a few. And
poverty and prejudice indicate
things aren't working the way the
great American dream was intended.
Therefore, in the last few years a
number of attempts have been made
to redress the wrongs and injustices
of the system. But the changes made
have created new sources of pain, as
indicated in the Bakke case which
was a claim of discrimination against
a white man applying to medical
school. So the pain continues to
exist, but now it's on the other foot,

that of the white, Anglo-Saxon,
protestant male, rather than the
oppressed minority or the exploited
female sector of the population. This
may be a necessary trade-off in the
seeking of a more humane world.
You can't create change without
pain.
My guess is that the tension
between equality of opportunity and
equality of results will continue to
be a major source of debate in our
society. And it will be interesting to
see whether a more equitable
system can be created within the
context of an ideology of freedom
and pluralism.
CENTURY 2 : Governmental
control of industry-regulation,
taxation, subsidy, nationalization of
industry-plays a major role in the
market system. How much
governmental control is good? At
what point does control become
harmful to the system?
KEARL: I can't answer the
question of "how much" in a
quantitative sense. To best answer
this question, some background
information about markets is
necessary. Markets are perceived to
have two important functions: one,
they are a social control mechanism
that tries to accommodate and
reconcile competing interests; and
two, they try to allocate resources as
efficiently as possible. An economic
system is only efficient, however, if it
has certain kinds of properties. It has
to be competitive, it can't have any
neighborhood or external effects, it
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shouldn't cycle very much, and there
can't be any "public goods." The
market fails when these properties
are absent: in monopolies, where an
interest can manipulate the market;
in interactions between market
participants where some do not bear
the full costs of decisions they make;
in the "public good problem,"
where the possibility of getting the
benefit of something without having
to pay generates irresponsibility,
and the goods simply don't get
produced; in the failure to generate
equitable outcomes; and in the
cycling of markets, where there are
periods of unused resources,
changing prices, unemployment,
and inflation.
Traditionally, there has been a
legitimate role for the government
to play in offsetting each of these
types of market failures , by use of
various theoretical instruments. In
principle, then, we have the
rationale for intervention, but in
practice, oftentimes the cure has
been worse than the disease.
Intervention to offset specific
problems has created another set of
problems that may be more serious
than the original ones. Take the case
of cyclical variation in the economy.
Unless the government completely
abandons any intervention in the
economy, a great depression is
highly unlikely in our time or in the
future . We have been able to
moderate the cycle; we simply know
how to avoid those things. What
about monopoly? Antitrust laws and
direct regulation have been used to
combat this problem, but neither

has provided as clean a solution to
the problem as was anticipated in
more naive times. And what about
externalities? For a long time we had
private alternatives of directing
regulation with the common law,
which is essentially a method of
handling certain kinds of
externalities. Government
regulation in this area is in its
infancy, so the jury is still out on its
net effects. But clearly, regulation
and other approaches to externality
problems (e.g. pollution) have
created a host of additional
problems along the way.
The enormous increase in
government regulation and
intervention in the past twenty years
or so has, in part, come in the area of
information dissemination to aid
individual decisions when there are
risks. Examples would include auto
safety, occupational health and
safety, drug safety, and carcinogenic
dangers. Government intervention
is legitimate in the area of
information gathering because the
market won't generate certain kinds
of information (a "public good"
problem). Aspecific example would
be the surgeon general's report
about the carcinogenic effects of
cigarettes. That's information that's
not likely to be generated by private
markets. The government finds the
information and disseminates it.
Then people make their decisions.
There are areas, though, where I
think the original rationale has been
illegitimately extended-we've
gone too far and serious problems
and concerns have arisen. Just
24
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because the information is
generated by the government and
not by the market does not
necessarily warrant the
government's forcing people to
change their behavior. The market
failure concerns information, not
personal choices. Once the right
information is provided, the kind
the markets won't provide, people
should be allowed to make choices,
except where there are third party
effects, where part of the decision
may impact on someone else. There,
regulation may be needed.
Unfortunately, the information
rationale has been extended to
control of individual decisions.
But we can't just sit around and say
that if there are any possible risks ,
we will never engage in this activity
or never allow any individual to
make an informed decision to
assume the risk. All decisions have
certain kinds of risks associated with
them; a riskless world is not the kind
that was created for us. If we're
unwilling to allow people to take any
risks at all, then there's complete
paralysis. Moreover, it's a kind of
stupidity, because the world still
goes on with all its chances.
Sometimes we have to be willing to
take certain risks because they are
the smaller of a number of other
risks. We try to minimize those risks
by our behavior, but we make
conscious decisions to assume some
of them because the world gives us
no other choice. So the important
role of the government in this area is
to assess , and to provide individuals
information about the true nature of

the risks. And then people ought to
be left on their own to take the sort
of risks they want to take.
Government intervention becomes
harmful to the system when it
becomes paternalistic.
WOODWORTH: Without
governmental advocacy, for the
consumer and for the public, where
would we be today? We need some
control to protect us against
unleashed, profit-centered interests.
One of the more curious things
about businessmen's complaints
regarding government regulation is
that many of today's controls have
arisen from yesterday's
businessmen who, in order to get a
competitive edge, wanted the
government to step in to zap other
businesses; and now they want to
change the rules again. The major
industries in the U.S. have spent
billions of dollars in Washington
lobbying to establish controls. Then
they complain when it all comes
back to haunt them.
The question is, Who is in control?
In many respects, it appears that
instead of government regulation,
we have businesses controlling the
government. For instance, the
powerful oil companies today have
the public in their back pockets and
Congress and the White House in
their wallets. We need a dynamic
relationship, a government-business
interface, rather than one side
controlling the other. We need a
more collaborative, problemsolving approach to American
economic issues. The emerging
25
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discussion of "reindustrialization"
and the formation of a top labor,
government, and business coalition
to assess and set policy regarding
economic revitalization is very
promising.
Of course, federal, state, and local
government controls are costly. It
requires financial resources to
reduce pollution. But what are the
costs if we don't? It takes time and
energy to enforce OSHA regulations
and EEO policies; but such is the
price we have to pay for a better
world. As Milton Friedman, the chief
spokesman for decontrol, said,
"There's no such thing as a free
lunch." Overall, regulation seems to
be working pretty well. Perhaps
there has been too much
government control in some areas,
but there has been too little in
others. For instance, regarding the
growth of multinationals, the FTC,
theoretically, was designed to limit
monopolies. But it has failed
miserably. In 1979 there was a
record merger of economic
concentration, to the tune of $49.5
billion! Unchecked conglomerate
growth needs to be scrutinized
more closely. Today we need the
taming of the large corporation.
CENTURY2: When the interests

of industry conflict with the interests
of the public, which interest should
the government promote?
WOODWORTH: From the
Constitution, the government's role
is to protect the interests of the
people. We've had too much
government protection of certain
26

powerful business interests in this
country, such as the case of nuclear
power plants like Three Mile Island.
The government should have been
much more ruthless and rigorous in
monitoring and inspecting that
place. Now, a year after the crisis is
over, and millions of dollars later,
are we going to let the power
companies settle back into business
as usual? The government should
prevent them from going about their
profit-seeking and endangering of
human lives. The only good
businessman is a threatened one!
Or take the case of Anaconda
Mining Company in Montana, whose
plant was spewing into the air 21,000
tons of sulfur dioxide each month.
(Sulfur dioxide, a suffocating gas, is
one of the most dangerous elements
to human health.) While that was
going on Anaconda was asking the
Montana State Board of Health to
relax its emissions standards so the
company could increase its profit
picture. Now, after years of polluting
the environment, extracting the ore
resources from that state, and
demanding human labor, the
company suddenly decided to close
its facilities, leaving 1,000 employees
and their families trapped in a web
of economic dislocation. 1n cases
like this, the government had better
step in to help us, or we're going to
be devastated. We need
governmental intervention to
protect the concerns of human
beings--our land, our natural
resources, our environment, our
children. The government may not
be the best answer, but at least it has
the potential to provide a
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countervailing power against
corporate control. As Eric Hoffer has
argued, it's better to have two tyrants
than o ne, because, as they fight it
out, we may benefit a bit from the
struggle.
The past few years have shown the
pitfalls that come with federal
regulation, just as history has shown
that business interests are largely
irresponsible in regulating
themselves. I feel that the next stage
will be more localized forms of
citizen-worker-consumer
regulations. For instance, while
OSHA has saved lives and reduced
accidents, it has scarcely made a dent
in the problem of workplace
hazards. The agency suffers from
having too few inspectors, from
being agonizingly costly, even as the
skeleton program that now exists,
and from the fact that the average
violation is fined only $60. What
seems more promising is to give
workers training and real authority,
backed-up by government power, to
inspect and to correct problems at
the level of the workplace-a kind of
self-determination of industrial
safety.
KEARL : One of the important
issues here is, What is the measure of
the public interest? Economists have
often been misunderstood as being
pro-business. But Adam Smith, for
example, was very hostile toward
business and businessmen;
however, he was also very hostile
toward government-toward any
aggregation of power. I'm fairly
skeptical of the current emphasis on

"free enterprise." I don't think we
ought to protect business interests.
On the other hand, I don't think
they're interests we ought to
undermine either. We need a
structure that accommodates
competing interests fairly.
Business interests are not always
in the public interest. Businesses are
interested in maximizing their own
profits and their own power, in
restricting entry, in getting rid of the
competition. Those interests will
undermine public interest. But if the
market structure is right, it can
channel tho.5e same interests to a
beneficial outcome, with availability
of goods, efficient resource use,
minimum costs, and efficient
production technology. The
outcome is different, not because in
the one case businessmen are
altruistic and very interested in the
public good and in the other case
they are bad and ought to be
watched carefully. Rather, the
structure of the interactions of
self-interests determines the
outcome. So, self-interested,
profit-maximizing behavior can be
perfectly consistent with the optimal
social or public interest. However, if
you change the structure, that same
behavior can manipulate the market,
precluding competition and
undermining an individual's welfare
and his or her possibility of choice.
The debate may be about what the
appropriate, right, or moral interest
is. But that debate is not as
interesting to me as the question,
What is the outcome when a society
has a large number of people who
27
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perceive those interests differently?
We ought to be a bit cynical or
suspect of people who promote the
"public interest" in the resolution of
this issue because they are almost
always promoting their own interest
under the guise of the public
interest. The appropriate thing to
focus on is the structure. And hence,
I would argue that the government
should promote no interests. The
government's job is to make certain
that the structure disperses power.
Our job is to monitor the
government. We need to impose
upon government a structure that
regulates its interest so that, both
within the government and within
the private sector, the structure
disperses the power of particular
interests as much as possible.
This answer may be a little naive
and a little superficial, because it's
perhaps not possible to think of a
structure that does this. The
interesting structures in the world
are, in fact, structures in which there
are conflicts of interest which are
not being reconciled effectively by
the market. I don't know which
interests the government should
promote in this case. If we are
confronted with this dilemma,
perhaps we ought to favor the
interests that are the least likely to
undermine certain important,
fundamental goals and qualities of
our civilization: equity, free choice,
equal access to political machinery,
and efficiency. That, almost always,
has got to be a case-by-case
evaluation.
But there is a naiveness to your
original question as well, because

you imply that the government is
above the competing interest fray
and sort of sits, like Zeus on the
mountain, and looks down upon
these people playing out their
self-interest games and says, "I will
intervene here" or "I will intervene
there." The government is a
collection of agents, all of whom
have their own interests, and they
compete against each other and
against private sector interests. In a
sense we can think of the
government as the forum in which
we play out interests that are not
effectively accommodated in the
market, or interests that we want to
use to undermine the market. We
ought to structure the government
so that those competing interests
disperse power as much as possible.
For me, a good society is one in
which power is dispersed, because
the other important qualities of
efficiency, equity, and freedom are
more likely to exist there.
CENTURY 2: Increasingly,
foreign interests are investing in
American industry. Is foreign
investment a threat to our market
system?
WOODWORTH: Sure it's a
threat. We used to have only British
and Canadian investors. Then came
the Swedes, Dutch, and Germans.
They got into our steel, timber, and
mineral assets. Next came the
Japanese who virtually wiped out
entire U.S. industries-television,
radio, and much of the electronics
business. Now the big thrust is from
the Arabs. They were only investing
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$5 billion annually in the early
1970s, but $70 billion in 1980.
They're into corporate stocks,
government bonds, real estate, and
bank deposits. In doing all this,
foreign interests are not just
pursuing U.S. dollars but seeking
control-of the flow of capital and of
political decisions. American Motors
Corporation just announced a
partnership with Renault. In
exchange for $200 million in badly
needed capital, the French are able
to tie into new technology, U.S.
production facilities, and a national
dealer network. A move like that is
not done for altruistic purposes.

weaponry all over the world. We
dumped our televisions and blue
jeans and Coca-Cola over the whole
planet. We invested in South African
mines, Caribbean sugar plantations,
and Asian textile factories. In doing
so we took over and destroyed a lot
of local industries and national firms
in other countries. In Brazil, for
instance, U.S. investments totally
obliterated local businesses and
markets, ran them out of existence
or bought them up as part of
American multinational
corporations. Now those that
survived turn around and come into
the U.S. marketing their products,

Warner P. Woodworth

We ought to recognize the
encroachment of foreign interests
on our soil because we've been
doing it to other nations for
years-in Europe, in Latin America,
in the Orient. We dumped our steel
in Europe. We dumped our

and we don't like it. Japan with its
Sony televisions and Datsun and
Toyota cars is simply operating in
that free market system we claim to
have invented. And now we don't
like it. That's an interesting
contradiction. If we really had free
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enterprise in this country, we would
welcome such developments as
evidence of the healthiness of the
game.
KEARL: I don't see any reason
why we ought to be concerned at all
about foreign investments. There
are two ways of disciplining
foreigners who invest domestically.
One is that they are subject to the
competitive discipline the market
forces on any investor. They are not
free to go play any game they want to
with their investment. The second is
a discipline that is very threatening.
It is the fact that if you invest heavily
in U.S. capital, which can't be moved
very rapidly, it can always be
expropriated. And that limits your
ability to manipulate your
investment for whatever interests
you may have.
For a long period, the United
States invested abroad heavily. And
we still do. It's a little bit hypocritical
for us now to say we don't like
foreign investment, because we
certainly liked it when U.S.
corporations were going someplace
else. Also, it's important to consider
why we have a lot of foreigners
buying U.S. assets now, because I
think that eliminates some of the
issue here. Essentially what we are
doing is trading our capital for
another form of capital, another
resource, and that's oil. The Arabs
are not going to give us oil for
nothing; and we don't give them
grain or anything else for nothing.
Once they get dollars for oil, they are
free to buy any set of goods they

want: wheat, trucks, cars,
architectural services, medical
services, or U.S. capital assets. We
are trading claims on our resources
for some of their resources. The
Arabs have decided to take oil out of
the ground, which is capital for
them , and trade that capital for land,
or real estate, or stocks, or bonds in
the United States. So they're trading
one kind of asset for another. If you
say we don't want anyone holding
our assets, what you're really saying
is we don't want any oil. Unless
you're willing to send the Marines
there to get the oil, if we're not
willing to give anything of value for
it, we're not going to get any oil. The
sum of all of this is that I just don't
view foreign investment as a
problem.
Finally, I would argue that we
ought simply to have free trade.
There is overwhelming evidence
that with a free trade structure, the
standard of living is better for us and
for those societies with whom we
trade (many less-developed
countries). Also, free trade is an
important device for dispersing
power over a larger market area.
CENTURY 2: What is the
current state of the market system? Is
it alive and well or in decline? Are
the trends in the system leaning
toward deregulation and
laissez-faire policies or toward
socialization and nationalization of
the system?
KEARL: The serious problems of
the market system are equity and
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between these ways and then limit
ourselves, nor does this crucial issue
appear to be of national concern.
The government is an arena in
which people play out income
distribution games, and those are
the only important games being
played there. We all use the political
system, pressures, and coalitions to
redistribute income in our favor. As
soon as you legitimize the use of
government to manipulate the
outcome, a lot of interests come in to
try to manipulate it, not always for
equity reasons or for notions of
social justice, but sometimes in
order to change the income
distribution in their favor. That kind
of clash is the serious problem, and I
don't know where it's going.
I do think, however, that in the last
five years we've seen a
disillusionment with early efforts at
a regulatory state. The Great Society
was not the kind of success we
naively thought it would be. There's
increasing evidence that regulatory
intervention in a wide variety of
areas is simply anticompetitive and
nothing else. Hence, there has been
a pressure to move another
direction, to deregulate, to
dismantle part of the apparatus of
the Great Society and the welfare
state. But, for the reasons suggested
above, I'm not sanguine about this
movement. Each of us wants to
redistribute in his own favor, and
each of us tries to empower or use
the state for that purpose.
WOODWORTH: The market
system today is in pain as a result of a
century or so of unrestrained

income distribution. As a society we
no longer view the outcome of the
market game as legitimate, if we ever
did view it that way. This perspective
has legitimized pressures to change
the market outcome, leading to an
undermining of both freedom and
efficiency. It need not go that way. I
think you can handle the equity
problems another way. But it's not
clear to me that the market system
and democracy are going to be
long-term partners. Some people,
notably Milton Friedman, argue that
the market is absolutely essential to
individual freedom . I wonder if,
possibly, there is not a consistent
relationship between markets and
widespread democracy.
I'm not arguing for any alternative
form of political organization, some
elitist form or something else, but I
do think we have this very serious
problem of perceived illegitimate
outcome, which then sanctions
certain kinds of pressures within the
political arena. For the most part we
have accommodated those
pressures to change the outcome in
ways that are deleterious to both
free choice and efficiency. The
serious problem we face is to
determine what the legitimate and
illegitimate ways are of changing
market outcomes. In our current
society, anything goes. But anything
can't go, because some ways of
playing games with the outcome are
going to be too costly all the way
around. Other ways of playing the
game may minimize certain kinds of
costs. But we have not yet made any
effort to consciously choose
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growth and exploitation, and of
materialism and cynicism. We have
cast our bread on the waters and it's
gone soggy. The result is that the
dollar's value is declining, the prime
interest rate has gone over twenty
percent, third world countries are
nationalizing our factories, the
world doesn't like us, and we're
wondering, What's gone wrong?
You ask, What is the trend? Is the
market leaning toward
deregulation, or toward
socialization and nationalization?
The trend of the last decade has
been somewhat schizoid. On the
one hand there's a heavy bias against
regulation. There's a lot of rhetoric
and also a lot of actual changes
toward decontrol-in the airlines, in
the trucking industry, in oil prices.
Simultaneously, there is more
serious talk than ever about the need
to nationalize certain
industries-whether it be the
railroads or other industries. I hear
congressmen saying in response to
what big oil is doing1 "With your
practices and with the profits you're
reaping from the American public
today, you're asking us to nationalize
you. Is that what you really want?"
Clearly, the general population of
the country is less accepting of
corporate irresponsibility; what
people want is an increase in
self-determination, the power to
control their own destiny rather
than to be pawns of big business or
big government.
CENTURY 2 : What trends do
you forsee in the near future of the
system?

WOODWORTH: I see an
increasing shortage of capital, a lack
of cheap labor, and a growing
scarcity of raw materials and
resources generally-which
culminates in a pretty pessimistic
picture of tough times ahead. I see a
shift away from the wide-open
growth of the frontier days to no
growth, or at least a reevaluation of
appropriate growth. Some people,
like Ivan Illich, say we really need
de-development: moving away from
the traditional criteria of more is
better to what is better; from
quantity of production to quality;
from bigger technology to
appropriate technology or
intermediate technology; from
economic expansion to such things
as simpler life styles, ecological
harmony, "small is beautiful,"
eliminating conspicuous
consumption, recycling resources,
grass-roots problem solving, and the
return of sanctity to human life. I see
these as new themes emerging in
the economic future.
CENTURY 2: Is there an
acceptable alternative to the free
market system? If so, what?
KEARL: We're all utopians in a
sense, and I suppose you can let
your imagination run wild and think
of systems that have all of the
attributes of the good society. It may
not be that the market system
delivers all of the goodies, but it has
certain attributes that are very
important. The significant question
is whether or not interestspersonal interests, self-interests,
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groups of interests--will continue
to dominate in motivating behavior.
If they do, then I think the market
system is the only way of effectively
accommodating these, given some
other values that we have.
There's evidence that competing
individual interests are not unique
to a capitalistic economy. And if it's
true that competing interests are
important, and you choose not to
have a market system, that almost
implies an incredibly coercive,
centralized, hierarchical
organization which can put down or
foster certain kinds of interests. Most
of our society is very hostile to that
kind of power in government. So
there may be acceptable alternatives
to the market system, but only if you
assume that our underlying human
nature changes in some important
way. There's some hope for that in a
religious area, sometime in the
future , but as a practical matter right
now, I think the market system is the
only effective means of
accommodating interests and
protecting other important cultural
and social values.

political and monetary structure
would collapse. And their guess was
that an authoritarian regime would
be the outcome. So that's one
alternative. Socialism is another
alternative. But in terms of what is
acceptable, I don 't view state-run
enterprises as appealing to the
American public. Nor do I see the
status quo as acceptable. Our
economy is not going to be
operational with these changing
constraints of scarce resources, lack
of capital, and so forth. So the
alternative I'm interested in is to
move toward the democratization of
the economy. A number of people
have been writing and talking about
that for the last ten years, but there
hasn 't been much awareness of or
support for it nationally.
I came across an interesting
survey that was done in the
mid-seventies which suggested that
the country might be ripe for an
alternative economic system. This
was a national poll conducted by
personal and telephone interviews
with a randomly selected sample of
about 1100 people across the
country. Forty-nine percent agreed
with the statement that "big
business is the source of most of
what is wrong in this country."
Thirty-three percent believed that
traditional American capitalism had
peaked and was on the decline.
(That was before the recent dramatic
inflation increase accompanied by
the recession.) Forty-one percent
favored major changes in the system.
When asked what they thought
would work better as an economic

There are two
issues here: One, is there an
alternative to the free market system?
and two, would it be acceptable? I
think there are alternatives. I was in
L.A. talking with some executives
recently and one of them said, "The
way this country is going, we are
gearing up in our corporation for a
dictatorship within the next ten
years." They felt we were moving
toward a turbulent time in which the
WOODWORTH:
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system, only eight percent wanted
nationalization. Twenty percent
wanted to keep the system the way it
was, and sixty-six percent wanted to
participate in an economy and work
for a company that was owned and
controlled by the workers, in which
profits would be shared by those
who produced the goods.
The acceptable alternative I
envision is the development of a
third economic sector. It would not
be public, that is publicly owned by
government and so forth. But it
would also not be privately owned
and traditionally structured like a
corporation with stockholders
concentrated at the top of a firm, or
spread all over the map, so that local
management can do what it wants to
do. Rather, a third sector would be
comprised of firms and businesses
that are started up as workers' or
producers' cooperatives, in which
job preservation and democratic
management are important, instead
of just bottom-line profit at whatever
cost. Where there's a better linkage
between the firm and the immediate
community, businesses are more
socially responsible because their
workers are members of the
communities, and they have the
interests of the community and of
the corporation at heart.
An example are the collectives in
the Israeli economy. These groups,
called kibbutzim, make up about
seven percent of the Israeli
economy. They are an alternative,
and I think we are going to see a
similar kind of alternative begin to
fill a need in the U.S. as traditional,

large-scale, capitalistic enterprises
go under. What is beginning to
happen is typified by Youngstown ,
Ohio, where steel workers are
taking over shuttered plants and
saying, "If U.S. Steel won't produce
steel here, we 'II market it ourselves."
I was involved with some glass
workers in Pennsylvania who
bought their firm when the original
owners closed it down, and now
they are running it themselves. In
Iowa, a large pork slaughterhouse
was going bankrupt, and in order to
save over 2,000 jobs, the union of
meat packers and butchers put up
the money to buy the $300
million-a-year business. Now, a
worker-appointed board of
directors is providing a new
leadership and decision-making
process within the firm. Whether
this can happen with large-scale
systems like Chrysler, I don't know.
But we've got some positive data
from worker ownership among
small firms. For example, in the
plywood industry in the Northwest,
the cooperative-type of
worker-owned firms are 1.5 times
more profitable than their
traditionally-owned competitors;
they are producing a better quality
prodµct and at lower costs because
their compensation is more closely
tied to production.
The increasing democratizing of
the workplace and a gradual
movement toward workers' control
and employee-ownership may be
one way to generate a fascinating
alternative to the monopolistic
economy of the past.
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